Climate energy policy and low-income consumers by Herzog, Antonia




Natural Resources Defense Council
Overview Frame
Costs of climate change: Hotter, drier, more severe storms, and 
rising seas adds up to $1.9 trillion for the U.S.
Practical and affordable solutions exist: What’s missing is political 
will and the policy framework to drive investment
A federal cap and trade with provisions to support energy efficiency 
and energy technology innovation is the best way to drive the 
emission reductions we need
Three big problems: high energy prices, oil addiction, global warming
One solution: Repower America with clean energy
Fair distribution of allowance value to consumers (focusing on low- 

























Acting now to reduce US global warming 
pollution is practical and affordable
• McKinsey concluded no net economic 
cost to control US global warming 
emissions if we start now
– Benefits from reduced energy use 
cover the cost of cleaning up 
remaining supply
– Study considered only proven 
technologies and assumed 
uninterrupted improvement in 
standard of living
• Other studies suggest benefits of 
stopping global warming range up to 
20% of GDP by 2100
(We can’t afford not to)
Efficiency Can Pay For Supply-side Measures
Source: McKinsey
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Cap and trade is the key strategy to control US global 
warming pollution at least cost
Abatement 
GtCO2 e/year in 2030
Cost of abatement
$/tCO2 e
Revenue from cap supports 
immediate cost minimization 
through energy efficiency
Federal emissions cap to drive 
investment in proven clean 
technologies*
Revenue from cap 
ensures long-term cost 
minimization through 





* Putting a price on greenhouse gas emissions helps to encourage energy efficiency and innovation but it is insufficient 




McKinsey-inspired NRDC strategy would allow us to 
cut U.S. global warming pollution 80% by 2050
1 Constant 2007 dollars
2 Billions of tons of CO2 equivalent eliminated per year relative to business as usual projections


















NRDC Stabilization Wedges: 






























What is Cap and Trade
5 Simple Steps to Cap and Trade
1. Set the cap:   Guided by climate science, the government 
sets the cap on overall greenhouse gas emissions.
2. Allocate permits : The government assigns “allowances,” 
with each representing a ton of carbon dioxide emissions, 
so that their total number equals the cap. Allowances can 
be distributed to firms for free, or auctioned off.
5 Simple Steps to Cap and Trade 
cont’d. 
3. Measure emissions:  Firms monitor and report their 
emissions. Electric utilities, for example, already have 
equipment installed on smokestacks of power plants that 
measures pollution in real time and sends the data to EPA.
4. Ensure compliance:  At the end of each year, every 
regulated firm turns in enough allowances to cover its 
emissions.
5. Guarantee flexibility:  The market provides flexibility in how 
firms can meet their targets. They can reduce emissions, 
buy allowances, borrow allowances from the future, use 
“banked” allowances from earlier years, or purchase offsets 
from non-covered entities.
Who is regulated?




– Agricultural Sector 
• Coverage:
– Electricity sector 
– Industrial Sector
– Petroleum at producer/importer 
– Natural gas residential/commercial
– Other GHG produce/importer
What are “allowances”
– Allowances are permits to emit GHGs
– Number of allowances created is same as 
tonnage limit of cap, 1 ton of emissions = 1 
allowance








i.e., allocations to regulated 
entities for unrecoverable 
compliance costs; 
allocations to energy 
intensive industries with 
limited cost-pass through 
ability; allocations to 
industries facing 
international competition
The Distribution of Emissions Allowances and Allowance Value 





e.g., incentives for the 
adoption of building codes and 
standards, incentives for 
renewable energy deployment, 
incentives for CCS 
deployment, incentives for land 
use planning and mass transit, 
recognizing and encouraging 
early action, incentives for 







e.g., mitigate end use 
energy consumer costs, 
worker retraining/ 
assistance for dislocated 
workers, low-income 
energy assistance; 
adaptation assistance for 
communities affected by 
physical climate impacts




e.g., Large scale RDD&D 
in low and zero-emitting 
technologies, such as low 
carbon and zero carbon 
fuels, low and zero carbon 
generation technologies, 
low and zero carbon 
vehicle technologies, 
advanced energy 
infrastructure; RDD&D in 
climate mitigation and 
adaptation measures and 
strategies
Two basic allocation 
approaches
• Grant pollution permits to various entities
• Auction pollution permits and redistribute 
revenues to various entities
• Either way, the value of permits are 
expected to be large: ~$50-$200 billion/yr.
Free Allocation vs. Auction of 
Allowances
Auction: most efficient/transparent approach— 
can recycle revenue.
• Argument—raises costs—answer—recycle 
revenue to appropriate parties
Free Allocations:
• Free Allocation—to anyone including emitters.
– Free allocation to emitters: Transition assistance vs. 
Windfall profits
– Free allocation to non-covered sources: 
Competiveness/Clean technology deployment/emission 
reductions
Grandfathering to Emitters; 
Auction and Reduce Income Taxes
• Both mechanisms hurt all but the top 10% 
of the income distribution
• Are the most regressive
• Of all of the options, grandfathering is the 
most expensive approach per unit of CO2 
reduced
Auction and Reduce Payroll Tax
• After grandfathering or reducing income 
taxes, the next most regressive
• Everyone bears a net cost, but the poorer 
you are, the larger the percentage of your 
income spent on carbon costs
Auction and Expand EITC; 
Auction and Return Lump Sum; 
Auction and Spend on Energy Efficiency
• Are the most progressive, with the bottom 
1-2 deciles coming out slightly ahead
• If implemented carefully, energy efficiency 
is the least-cost way to allocate revenues
Example: LW Allocation
Allocation of Allowances





















Source: Pew Center on Climate Change
Example: LW Auction Revenue
Distribution of Auction Revenue

























Source: Pew Center on Climate Change
Dingell Boucher Draft Proposal
Dingell Boucher Draft Proposal
Dingell Boucher Draft Proposal
Dingell Boucher Draft Proposal
• Invest $100 billion over 2 years in
– Building retrofits




– Smart grid electrical transmission systems
• Creates 2 million new jobs 
– Nearly 4 times more jobs than spending the same amount of 
money within the oil industry 
– Roughly triple the number of good jobs —paying at least $16 
dollars an hour—as spending the same amount of money within 
the oil industry
• Reduce the unemployment rate from 5.7% to 4.4%
• Funded by a cap and trade program
Source: Report by the University of Massachusetts Political Economy Research Institute
Green Recovery
Green jobs use skills many workers 
already have
